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Executive Summary

At the November 2007 KHPA Board meeting, Board merslheard opposing views on the merits of a nursing
facility provider tax through the Kansas Medicardgram from the executive directors of the two mgs

facility trade associations: the Kansas AssociabibHomes and Services for the Aging; and the Karhézalth
Care Association. Although nursing facility prder tax proposals have been introduced in theHase
legislative sessions, this was the first opportufat the full KHPA Board to hear these views assanted by
these interest groups.

During the discussion that followed at the Noventbeeting, KHPA Board members raised questions about
the impact of implementing a nursing facility prder tax in Kansas from the perspective of the State
requested that additional information be prepaoceddday’s meeting. As the agency with responisydibr
policy-making decisions for senior care and sesjig®OA was contacted and, in collaboration witkith

staff, this report was prepared in response td®tiead’s request for additional information. An éctohal
presentation is being made today by KDOA and Mgeis Stauffer Consultants (rate-setting methodology
consultants) which will provide specific information: 1) the current nursing facility reimbursefnen
methodology and 2) an analysis of the impact afoaiger tax specific to nursing facilities.

KHPA Staff Recommendation:

As the Medicaid single state agency and the agemasged with developing and maintaining a coordidat
health policy agenda, KHPA works closely with thanisas Department on Aging (KDOA) and the Kansas
Department of Social and Rehabilitation Servicd83p While KDOA and SRS are responsible for policy
development and implementation as well as admnmgtéVledicaid-funded programs and services, the obl
KHPA as directed by statutory authority is to pa®/oversight of the Kansas Medicaid program andrens
compliance with federal and state Medicaid requésts including those related to provider taxes.

The KHPA staff recommendation is to defer to thegydeadership of KDOA in matters of long-term eand
continue to work collaboratively with Aging staff provide necessary resources in order for thai@g®
make an informed decision about this issue. ShiKBI®A consider supporting a health related tax orsimg
facilities, KHPA staff recommends that the tax diddae part of a broader strategic plan for imprgwviuality
and access to long term care services in Kansas.
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Background on Health Care-Related Taxes

History. A “provider tax,” also called a “fee” or “assesmmt,” can be imposed on providers by states to
increase the revenue available for Medicaid federahcial participation (FFP). Federal law (42FRC&33 and
Section 1903(w) of Title XIX of the Social Securiygt) allows for this option. The federal law petsrstates
to generate new sources of state funds throughdaogontributions and match them with federal il
increase Medicaid payments. In most states, theepds from the tax are returned to providers breasing
the Medicaid reimbursement rates.

States have the option of taxing most types ofthezlre providers and services. However, the Medlic
Voluntary Contribution and Provider Specific Tax Amdments of 1991, limit the amount of FFP availdbte
Medicaid programs when states use funds donatg@ddwders and revenues generated by certain heatth-
related taxes as state matching funds.

Requirements.To be eligible for federal matching funds, healtinecrelated taxes must:
* be imposed on a permissible class of health cavecss;
* be broad based or apply to all providers withihess;
* be uniform, such that all providers within a classst be taxed at the same rate; and
* avoid hold harmless arrangements in which colletagds are returned directly or indirectly to
taxpayers. If taxes imposed are 5.5% or less @me®, funds can be returned in the form of a Medlica
payment.

Waivers. If a provider tax does not meet the standarddbksteed in law for being “broad based” or “unifosmi
imposed,” a state may seek a waiver from thesenagents. If a state applies for such a waitenust
demonstrate that the net effect of the tax andceestsal expenditure is redistributive in nature,dneount of the
tax is not directly correlated with Medicaid payrterand the tax does not violate hold harmlessigpians.

The permissible class of health care services atdiifarmless requirements cannot be waived. Téuerd9
permissible classes of health care providers mices that States can tax without triggering a fig@aainst
Medicaid expenditures (42 CFR 433.56).

State statistics. According to a National Conference of State Leqgigkes report, dated November 19, 2007, by
the end of FY 2007, 43 states and the DC will heteast one provider tax. Of those, 33 have taxasursing
facilities.

Kansas’ Long Term Care System - Overview

Long Term Care Costs in Kansas.According to the Legislative Division of Post Aticeport of April 2007,
government-funded health-care related programsaimskKs spent nearly $6 billion during 2006. State-
administered programs accounted for about $2.@bilh spending — $1.6 billion on health-care pergs,and
$0.8 billion on long term care.(emphasis added)

Long term care spendingof $0.8 billion translates into $844 million spehiring fiscal year 2006 for state-
administered long term care programs, or approxina@4% of total state administered expenditu@sthe
$844.0 million, almost half of the expenditures$dd 3.8 million, were spent on “Inpatient-Basedfecar
institutional care. The bulk of the $413.8 millj@#818.9 million, was spent on nursing facilityear
Community based services account for the remaidg§.6 million.




Impact of a Nursing Facility Provider Tax

A key question to consider if a provider tax werdoé imposed in Kansas for nursing facility camwises is
what the impact would be on the other multiple “mmgvparts” of the long term care system. The ngrsin
facility program is one component of the long texame system, encompassing other types of adulthoenes,
hospital-based long term care units, home heakth@&gs, home and community based services (HCBS)
agencies, case management organizations, paysesitess, and state institutions. KDOA has provifbedis
today information on the impact of a nursing fagiprovider tax on Kansas Medicaid rates and the
reimbursement of the costs of institutional caratibhwide there is experience and research on devgj and
implementing a provider tax on nursing facility eaervices. However, additional research is netzed
determine the unintended consequences, the impabedong term care system, and the benefits gdnoen
imposing a nursing facility provider tax. Areaste given special consideration include:

1. Impact on quality of services and access to.cafese components should be considered as part of
broader strategy for improving long term care sgsi What quality of care measures would be most
appropriate when tied to an increase in providenlsarsement?

2. Impact on payer sourceHow would a nursing facility provider tax impdhe mix of private and pay
and Medicaid payer sources? Would increasing Medliates with provider tax funds create an
increased burden or be passed through to the tpsivate pay residents?

3. Impact on HCBS and Institutional car®o states use nursing facility provider tax didlto support
community based services programs? Would an isereMedicaid nursing facility reimbursement
rates create an incentive to increase the numhbestiutional beds?

This is not an exclusive list of issues surroundhgoption of designing and implementing a nursaugity
provider tax. The concerns are illustrative ofgjigmns that should be considered prior to recommngnithe
adoption of a nursing facility tax.

Coordinated Health Policy Agenda

A health care related tax on nursing facilitiesidtdde part of a broader strategic plan for impngwjuality and
access to long term care services for Kansans.le\itiere have been discussions within KDOA and SRS
regarding rebalancing the long term care systemvd®st institutional and community based care, te E&PA
has not directly engaged those issues simply ddentands on staff time. Additionally, with thegoity of the
KHPA this past year being health reform, the Boailduse time at their annual 2008 Retreat to dsscagency
priorities and initiatives for 2009 and beyondar are being made to have long term care refopara®f
that discussion. Lastly, the KHPA has receivedimah input and feedback from stakeholder groupangigg
the long term care system and a potential nursiodjtly provider tax, and there appears to be $igcpmt
differences amongst long term care providers.

Staff Recommendations

As previously stated, the role of KHPA as diredigdstatutory authority is to provide oversight loé tkansas
Medicaid programs and ensure compliance with féderé state Medicaid requirements including thesated
to provider taxes. There have been a number @siaes which required on-going collaboration betwee
KHPA, KDOA and SRS, with respect to policy develaggrmand implementation. With this issue, it is the
KHPA staff recommendation to defer to the policgdership of KDOA in matters of long-term care and
continue to work collaboratively with Aging staéf provide necessary resources in order for that@ge
make an informed decision about this issue. ShKODI@A consider supporting a health related tax orsimg
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facilities, KHPA staff recommends that the tax dddae part of a broader strategic plan for imprgwiuality
and access to long term care services in KansaBAKiMIl report back to the Board once a decisioa baen
determined.



